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QUESTION 1                 (30 marks) 
 
Answer the multiple choice questions on the attached answer sheet on page 9. Mark 
the correct option clearly with a big cross. Do not remove the staple or any of 
the pages. The questions are worth 2 marks each. 
 
1) In poor economic conditions enterprises will agree to introduce … credit terms.  
 
A. stricter  
B. tighter  
C. shorter  
D. relaxed  
 
2) … has two components, the net income earned and the capital that was necessary to 
earn this income.  
 
A. cash flow  
B. profitability  
C. income statement  
D. credit note  
 
3) … is a summary of all the characteristics that make the buyer’s promise of future  
    payment acceptable to the seller. 
  
A. seven C’s of Credit  
B. creditworthiness  
C. credit policy  
D. financial statements  
 
4) The National Credit Act deals extensively with the rights of ...  
 
A. consumers.  
B. service providers.  
C. creditors.  
D. debtors.  
 
5) You have to pay ... when you make use of revolving credit.  
 
A. a deposit  
B. no instalment  
C. instalment  
D. no deposit  
 
6) … is when the enterprise sells its debtors to an enterprise specializing in purchasing  
    debtors.  
 
A. credit sales  
B. financial credit  
C. collections  
D. factoring  
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7) Which ratio is expressed as a percentage, between the net income that an enterprise  
    has earned during a certain period and the capital that the enterprise had to spend to  
    earn this net income?  
 
A. profitability ratio.  
B. liquidity ratio.  
C. solvability ratio.  
D. activity ratio.  
 
8) Co-operation with the … department is also necessary because this department deals  
    with, among other things, the records of account payments that contain important  
    information for the credit department. 
  
A. marketing  
B. administration  
C. purchasing  
D. financial  
 
9) Credit has a direct influence on the enterprise’s …  
 
A. cash flow  
B. bank account  
C. creditors  
D. creditworthiness  
 
10) Granting credit involves … for the enterprise 
 
A. interest  
B. costs  
C. cost  
D. bad debts  
 
 11) If an enterprise extends credit easily, it has a … credit policy 
 
A. strict  
B. liberal  
C. big  
D. open  
 
 12) … helps the enterprise and the individual to increase their buying power 
  
A. costs  
B. cash  
C. credit 
D. capital  
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13) The credit and collection policy together should thus be aimed at attaining the …  
      objective of the enterprise. 
  
A. secondary  
B. only  
C. primary  
D. last  
 
14) Suppose John applies for credit at Jet Stores. Do you think it is possible for her to be   
      unsuccessful in her application for credit, despite the fact that she is creditworthy?  
      What can the reasons be that John’s application was unsuccessful? 
  
i) John complied to the 7 C’s of credit.  
ii) John has no references.  
iii) John has no credit history.  
iv) John has a savings account.  
v) John has recently moved from Port Elizabeth to Johannesburg.  
 
A. i, ii, iii, iv, v  
B. i, iv  
C. ii, iii, v  
D. ii, iii 
 
15) If the credit period is long …  
 
A. the finance costs are low.  
B. there are no finance costs.  
C. the finance costs are high.  
D. credit is easily available.  
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QUESTION 2                 (14 marks) 
 
“A credit grantor often uses the model known as the 7C’s in assessing the quality of 
credit risk.”   
 
Required: 
Match the terms with their description from the table below (simply record the letter of the 
concept next to the correct description). 
 
A Capital 
B Credit History 
C Collateral 
D Character 
E Climate 
F Capacity 
G Common sense 
 
                                 Description Correct concept 
(Only the applicable 
letter is required) 
1 You must be comfortable with the borrower's integrity and  
   confidence in his willingness to repay you as agreed. 
 
2. Good judgement.  
3. It is important to view the way the applicant has managed  
    the previous account. 
 
4. The big picture, i.e. the general economic environment and      
    industry and the conditions that the enterprise is facing  
    internally. 
 
5. This usually means having the customer pledge real estate  
    or his inventory in exchange for your providing. 
 
6. The borrower's financial net worth  
7. The ability to repay.  
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QUESTION 3        (20 marks) 
 
Fully discuss all the factors that a business should consider when deciding about the ‘credit 
period’ that it should extend to its customers. 
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QUESTION 4        (10 marks) 
 
Explain the four factors that lead to poor credit decisions being made. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
QUESTION 5        (16 marks) 
 
Outline/mention any eight implications of collecting debtors quickly 
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   QUESTION 6        (10 marks) 
             
Outline/mention five reasons why cash is needed in a business                                     10 
marks? 
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